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vote of 42 to 37 passed a 

three-year extension to the 
le agreements program. The pro- 
m was previously approved by 
House. The signing of this legis- 
ve Act by the President was a 
egone conclusion and this was 
e a few days later. Thus the 
ntry has been assured of the con- 
lation for three more years of a 
icy which began in 1934 and which 
‘led to the conclusion of agree- 
its between the United States and 
nty-two foreign countries, agree- 
its which covered before the out- 


y* APRIL 5, the Senate by a 


ak of the present war over 60 per 


t of our exports and imports. 
‘he Trade Agreements Act of 
4 initiated a new chapter in 
erican tariff history. Not only 
it bring to an end a policy of 
-eme protectionism intensified by 
passage of the acts of 1922 and 
J, but it brought to successful 
ition the idea of tariff adjustment 
mugh reciprocal agreements first 
mpted with but moderate suc- 
; under the tariffs of 1890 and 
7 

he new legislation was framed 
n a combination of three prin- 
es: (1) tariff negotiation by the 
cutive branch of the govern- 
it; (2) congressional delegation 
the President of the power to 
ast tariffs within prescribed lim- 
(3) generalization of all tariff 


concessions, except those granted to 
Cuba, to the products of all coun- 
tries which do not discriminate 
against American commerce. 

When our tariff was raised in 
1922, serious warnings were issued. 
The American Bankers Association 
in 1923 sounded such a warning. 
The question asked was: “If Eu- 
rope cannot sell to us, how can she 
buy?” Nevertheless from 1922 till 
far into 1929, Europe did buy. 
Foreigners were able to buy from us 
because we lent them the money 
with which to buy. Europe was 
sending us year after year long- 
term bonds in payment for mer- 
chandise and for interest on pre- 
vious borrowings. This was merely 
postponing the day of reckoning. 

Throughout the twenties, a super- 
ficial domestic prosperity, coupled 
with and partly supported by heavy 
foreign lending, had served to main- 
tain the volume of our foreign trade 
on an artificial level, while our 
tariff policy was gradually under- 
mining the foundation on which it 
rested. Until 1929, our relatively 
large imports of industrial raw ma- 
terials and other non-competitive 
products and our heavy foreign 
lending were major factors in en- 
abling foreigners to command the 
purchasing power with which to buy 
our goods, and in making our high 
tariff for the time being less of an 
impediment to our foreign trade 
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than it would otherwise have been. 

Then came the collapse. Foreign 
lending virtually ceased; and on top 
of that we enacted the Smoot-Haw- 
ley tariff, which made it extremely 
difficult for many foreign countries 
to send us goods in exchange for 
our products. In order not to de- 
plete further their already small 
gold reserves, these countries had no 
choice but to buy less from us. 
Partly by way of retaliation against 
the Smoot-Hawley Act and partly 
for other reasons, there followed a 
rapid tightening of trade barriers 
throughout the world and a network 
of restrictions throttling our export 
trade. 

The great export industries, both 
agricultural and manufacturing, as 
well as all the agencies connected 
with foreign trade were adversely 
affected. Inevitably, the depression 
spread to many industries not di- 
rectly connected with foreign trade. 
Adding its weight to other forces 
that contributed to the economic 
collapse, the disastrous decline in 
our foreign trade left in its wake a 
tragic tale of increased unemploy- 
ment and human misery. 

Thus one of the fundamental rea- 
sons for the passage of the Trade 
Agreements Act of 1934 was not the 
victory of a theory that a liberal 
commercial policy is preferable to 
high protectionism but the fact of 
the decline of our foreign trade with 
its concomitant results. Between 
1929 and 1933 the value of Ameri- 
can exports fell from $5,157,000,000 
to $1,657,000,000 and that of imports 
from $4,399,000,000 to $1,449,000,000. 

The United States has been sell- 
ing abroad normally about three- 


fifths of its cotton crop, a fifth of 7 
wheat, two-fifths of its tobacco, 
third.of its lard, almost half of i 
dried fruits, as well as large quar 
tities of automobiles, typewriter 
agricultural machinery, radios, ete 

In 1929, the number of manufa 
turing establishments in the Unite 
States was 210,959, the number ¢ 
wage-earners they employed, 8,839 
000, and their wages for the yea 
$11,521,000,000; the number of eé 
tablishments had shrunk in 1931 1 
175,3255 employing 6,523,000 workei 
and carrying a payroll of $7, 186 
000,000. By the end of 1932, factor 
output as compared with that fe 
1929 had been cut down to approx 
mately 50 per cent, and the tot 
farm income was $5,143,000,000, 
less than half what it had average 
between 1923 and 1929, ' 

Thus, paralleling the decrease | 
our exports and imports has bee 
also an increase in unemploymel 
and a decline in our national div 
dend, which fell from $83 billion 3 
1929 to $38 billion in 1932. 

By 1934, in terms of value, wo 
trade had declined to only abo 
one-third of its 1929 level; in ter 
of physical volume, to about thre 
fourths. Our own trade had far 
even worse, having declined in val 
to only about a fourth, and in v 
ume to less than two-thirds, of w 
it had been in 1929, 

A study of post-War commerct 
policies shows that it is hardly fa 
to say, as has been charged 1 
some, that the United States fir 
through the enactment of the For 
ney-McCumber Act in 1922 and the 
again by the passage of the Smoo 
Hawley Tariff in 1930 was primari 
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sponsible for the building up of 
cessive barriers in all parts of the 
rid; various movements for the 
striction of imports began and 
re carried out before we passed 
her of these tariffs. However, it 
doubtless true that an attempt 


wards the liberalization of inter- . 


tional commerce started after the 
ternational Customs Conference 
1923 and particularly after the 
orld Economic Conference of 
27, and that the raising of cus- 
ms duties by the United States, 
lich by that time had become the 
ding creditor nation, strengthened 
» position of restrictionists all over 
> world; it brought out many 
litations as well as retaliations. 
riting in July, 1931, the well 
own British economist Sir George 
ish said: “ .. . . the last increase 
the American tariff sounded 
und the world like the tolling of 
. death knell bringing consterna- 
n into the hearts of millions of 
yple. The world needs your prod- 
> and wants to buy from you. 
u raise your tariff and prevent 
- world from buying your prod- 
$s and paying its debts to you, 
Is driving it into bankruptcy.” 

t may be of no concern to us 
ether our tariff imposes hardships 
the lace industry of Belgium, 
'the glass industry of Czecho- 
vakia, on the shoe industry of 
stria, or on the wine industry of 
ince, but the imposition of such 
-dships assumes vital significance 
en it leads to an ever increasing 
ount of trade barriers; when it 
Imotes international misunder- 
ndings, jealousies, and fears; 
en it leads to an intensification of 


the spirit of extreme nationalism; 
and when it pushes further and 
further away any attempt at an 
intelligent international cooperation, 
without which no true recovery is 
possible. 

When Congress gave the Presi- 
dent the right to conclude reciprocal 
trade agreements it placed definite 
limitations on his authority: he can- 
not decrease or increase any duty by 
more than 50 per cent of the exist- 
ing rate, neither can he transfer any 
commodity from the dutiable to the 
free list, or vice versa. 

Each trade agreement has been 
concluded after careful considera- 
tion by various divisions of the Gov- 
ernment that have been called upon 
to participate in carrying out the 
complex work of preparing for and 
assisting in the negotiations. 

The procedure followed in the 
making of a trade agreement varies 
somewhat with each particular coun- 
try, but a general order is adhered 
to which may be briefly summarized 
as follows: 

Preliminary conversations are first 
held with representatives of the 
foreign country to determine 
whether that country wants to enter 
into a trade agreement and is willing 
to negotiate upon the basis of the 
policy embodied in the American 
trade agreements program. Once 
accord is reached upon the general 
basis of negotiations, public notice 
is given of the intention to negotiate 
with the country concerned. This 
notice fixes the dates when the busi- 
ness community and the general pub- 
lic may present their views, either 
orally or in writing, to a special 
committee established for that pur- 
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pose, namely the Committee for 
Reciprocity Information. 

In the meantime an _ intensive 
study is being made of the com- 
modities involved in the trade be- 
tween the two countries by experts 
of the Tariff Commission, the De- 
partment of Commerce, the Depart- 
ment of Agriculture, and others. 
These studies are supplemented by 
material gathered and digested by 
the Committee for Reciprocity 
Information. 

The special work of the Bureau 

of Foreign and Domestic Commerce 
consists of the preparation of infor- 
mation on each separate commodity 
under discussion, showing the vol- 
ume of exports and imports for the 
past five years, the relative position 
of the various countries of the world 
in regard to that specific commodity, 
the duty which it pays, and all other 
pertinent data which would enable 
the negotiators to have the complete 
history of each item of our trade 
with the country with which nego- 
tiations are carried on. 
- All the findings are turned over 
to the interdepartmental Country 
Committee which discusses them, 
works them over, and submits a pre- 
liminary report to the Trade Agree- 
ments Committee. This report con- 
tains suggested lists of concessions 
that should be requested and offered 
in return. 

Additional: study and revision is 
then made by the Trade Agreements 
Committee, which finally presents a 
draft agreement to those responsible 
for final decision. This draft, in 
such further revised form as may 
be determined upon, is then dis- 
cussed by the Secretary or Assistant 


tion are obtained. Thereafter actual] 
negotiations with the foreign gov-} 
ernment begin. | 

It has been alleged that under the} 
trade agreements policy we are en- 
gaged in “giving away something 
for nothing,” and that somehow} 
agriculture is a particularly unfor-| 
tunate victim of this extremely 
“generous” policy. | 

Actually, the policy is not one of! 
generosity but is actuated by self- 
interest on our part and on the part 
of those countries which sign agree-} 
ments with us. The most-favored-, 
nation clause inserted in the agree- 
ments is an undertaking on our part 
not to discriminate against the com-} 
merce of other countries, as long as} 
they do not discriminate against us 
and as long as they undertake to} 
give us the benefit of every conces- 
sion which they have made, or may 
make in the future, to any other} 
country. This is clearly not a case 
of “giving away something for) 
nothing” but a decidedly reciprocal 
affair. And the policy has an addi-) 
tional advantage in that it tends to 
increase the volume of world trade, 
including our own, by eliminating 
the trade-diverting, trade-constrict= 
ing effects of discriminatory treat- 
ment. From the standpoint of inter- 
national comity, it tends to avoid 
misunderstanding and friction 
among nations. The removal of dis- 
criminations against American com- 
merce, which is one of the objectives 
of the trade agreements program, 
cannot be attained by discriminat- 
ing against others. 

Those who argue in favor of bi- 


lateral trade agreements state that 
such agreements would allow one 
hation to increase exports to the 
United States, without allowing a 
flood of imports from a large num- 
ber of other nations; also that by 
making trade agreements bilateral 
the United States would not have to 
share the concessions won with all 
other “most-favored” countries sell- 
ing similar products to them in 
competition with our exporters. 

In answering this line of argu- 
ment, it may be pointed out that a 
bilateral system has been tried in 
Europe in the past few years, and 
found wanting. It created a condi- 
tion in which nations have been con- 
tinually offending one another; the 
result has been a network of arbi- 
trary restrictions — quotas, embar- 
goes, exchange controls, clearing 
and compensating agreements— 
erected in retaliation and self- 
defense. 

If the United States would embark 
upon a policy of giving and getting 
exclusive concessions, she would 
come immediately into conflict with 
many nations that have been receiv- 
ing most-favored treatment from 
us; these nations would resort to 
retaliation against us just as they 
did following the enactment of the 
Smoot-Hawley tariff act in 1930. 

The allegation that trade agree- 
ments have “sold out the farmer for 
the benefit of the industrialists” is 
not supported by a comparison of 
the duties in effect before and after 
the trade agreements program; such 
comparison indicates that the equiv- 
alent ad valorem rate paid by duti- 
able agricultural imports has under- 
gone a reduction of only 4 per cent, 


whereas rates paid on dutiable non- 
agricultural imports have been re- 
duced by about 9 per cent. Moreover, 
this 4 per cent reduction included a 
number of items like seeds of which 
farmers themselves are buyers. 

None of the concessions that have 
been criticized by the opponents of 
the trade agreements program has 
resulted in sufficiently large im- 
ports to affect materially prices 
received by American farmers for 
their produce. 

The facts are that the concessions 
made on farm products have not 
been very numerous, and that, 
wherever it seemed necessary, they 
have been safeguarded by seasonal 
or quota limitations on imports per- 
mitted to enter at reduced rates of 
duty. The utmost caution has been 


“exercised with regard to the grant- 


ing of concessions which would 
result in real injury to any branch 
of agriculture. Naturally the ex- 
pectation is that the duty reductions 
will lead to some increase in im- 
ports; otherwise they would not be 
worth anything to the other country 
and would contribute nothing to- 
ward the reopening of the channels 
of trade, which is the basic objective 
of the program. But every conces- 
sion has been carefully studied from 
the standpoint of its possible effects 
on domestic industry. The size and 
character of past imports, the rela- 
tion of actual and prospective im- 
ports to domestic production, con- 
sumption, and prices—these and 
other pertinent factors have all been 
taken into account. 

In an effort to turn the farmers 
against the trade agreements pro- 
gram, the opponents cited the in- 
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creases which occurred in agricul- 
tural imports in 1935. The imports 
did rise from $858,511,000 in 1934 
to $1,105,761,000 in 1935. But when 
one begins to study the facts, the 
greatly magnified significance of in- 
‘creased imports collapses. The sit- 
uation in 1935 was abnormal, and 
the trade agreements program had 
little if anything to do with the case. 

The fact is that in 1934 the United 
States had the worst drouth in its 
history, which resulted in a reduc- 
tion of some 50 million tons in our 
total feed supply. The corn crop 
alone was reduced by a billion 
bushels. Thousands of head of live- 
stock were shipped to the slaughter 
houses to escape starvation. As 
soon as the new crops became avail- 
able, imports of foodstuffs fell off 


abruptly. Imports of livestock have ° 


declined more slowly because it takes 
longer to restore livestock numbers. 

Of the $247,000,000 increase in 
imports in 1935, some $75,000,000 
was in non-competitive products 
entering the country free of duty, 
such as coffee, rubber, silk, bananas; 
less than $29,000,000 of the increase 
was accounted for by sugar, the im- 
ports of which were subject to quota 
restrictions. The remainder may be 
accounted for by the drouth or by 
the partial recovery of our indus- 
tries. Many imports consisted of 
commodities on which no tariff 
reductions have been made. 

The opponents of the trade agree- 
ments policy include those repre- 
sentatives of agricultural and indus- 
trial classes who need tariff protec- 
tion because their industries are not 
adapted to the conditions in the 
United States or because they are 


inefficient and use uneconomic meth- 
ods of production. They advocate 


that we should free ourselves from |} 


the dependence upon foreign mar- 
kets by adjusting our agricultural 
and industrial plants to the require- 
ments of the domestic market alone, 


giving little thought to the economic | 


and social problems which such an 
adjustment would involve. These 
advocates of self-sufficiency have 
little to say regarding what we 
should do with the millions of un- 


employed workers who have been | 
producing for export trade or how | 
we should help the farmers, a large | 


part of whose income has been 
derived from the sale of exportable 
surpluses. 


Between 1925 and 1929 about 60 | 


million acres, or about one sixth of 
our total harvested crop land, was 
devoted to exports. Doing away 
with these exports would mean that 
we must find other uses for this 
land. Some of it could be turned 


over to the growing of crops which | 


we would otherwise import, but ac- 
cording to the National Resources 
Board’s estimates, this would require 
at most only 15 million acres. In- 
creased demand for food, due to a 
rise in the standard of living, may 
lead to some increase of the area 
under cultivation, though standards 
usually do not rise with the curtail- 
ment of international trade. It has 
been estimated that if living stand- 
ards were to rise additional needs 
would not require more than about 
3 million acres per year. Thus over 
40 million acres of farm land would 


not be needed with the loss of- 


foreign markets. In the South, with- 
out foreign trade, one out of every 
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two acres under cotton and four out 
of every ten under tobacco, and in 
the Middle West one out of every 
seven acres under corn and wheat 
would have to be abandoned. 

Far from injuring American 
farmers, the reciprocal trade agree- 
ments have been aiding agriculture 
by reopening foreign markets to 
American farm products. Conces- 
sions on many of such products have 
been obtained, ranging in the case 
of Canada from one third to one 
half of the rates formerly in effect. 

The facts regarding the farming 
situation are that by the end of 1932, 
after two and one half years’ appli- 
cation of the Smoot-Hawley tariff, 
cash farm income had declined from 
$11.2 billion to $4.7 billion. By 1938, 
after four years of the trade-agree- 
ments program, it had risen to $7.6 
billion, excluding benefit payments. 

The income of the cattle industry, 
which had fallen from $1,495,000,- 
000 in 1929 to $621,000,000 in 1932, 
rose to $1,144,000,000 in 1938. The 
income of the dairy industry, which 
had dropped from $1,844,000,000 in 
1929 to $991,000,000 in 1932, rose to 
$1,398,000,000 in 1938. 

It is not intended to convey the 
thought that increased incomes were 
Jue solely to trade agreements. The 
racing of cause and effect is not 
such an easy matter. However, it is 
slear that the agreements did not 
njure our farming population. 

To what length the opposition can 
ro in order to discredit the Trade 
Agreements Program may be seen 
n the attack which was made on 
uur agreement with Czechoslovakia. 

An outcry was raised that the 
hoe industry of the United States 


would succumb in competition with 
cheaply made leather footwear of 
that country. This loudly expressed 
fear was unfounded as the conces- 
sions on shoes made to Czechoslo- 
vakia were very moderate; they 
applied only to certain types of shoes 
and contained such safeguards to 
the domestic shoe producers as to 
assure them 99 per cent of the total 
American shoe market in quantity 
and over 99 per cent in value. 

Many groups oppose reduction in 
tariff because, according to their 
views, an increase in imports leads 
to a lowered standard of living. In 
refutation of their arguments it may 
be pointed out that the lowest wages 
in the United States are paid by 
industries enjoying the highest 
tariff protection and that the high- 
est wages are paid by those indus- 
tries which export all over the world 
and compete with cheap labor of 
other countries. High wages and a 
high standard of living do not de- 
pend upon tariff protection but upon 
the effectiveness with which labor is 
applied in making goods. As a mat- 
ter of fact, only a small fraction 
of the workers in the United States 
are employed in so-called “protected” 
industries. 

According to the last census there 
were approximately 50 million per- 
sons “gainfully employed” in the 
United States. About half of these 
are engaged in such activities as 
railway and steamship transporta- 
tion, stevedoring, trucking, banking, 
insurance, wholesaling and retailing, 
public utilities, hotels, and profes- 
sional services. High tariffs, instead 
of protecting, injure them, as their 
salaries and wages in many in- 
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stances are dependent upon trade, 
and high tariffs, which reduce trade, 
are clearly injurious to their 
welfare. 

Of the remaining 25 million “gain- 
fully employed,” some 10 million are 
farmers. A very small fraction of 
these are directly benefited by tariffs. 
The great bulk of our farmers, pro- 
ducing such staples as cotton, to- 
bacco, rice, wheat, lard, and bacon, 
depend heavily on foreign markets. 
Excessive tariffs, by increasing the 
cost of goods which they have to 
buy and by reducing opportunities 
to sell abroad, are injurious to them. 

Another large group, about 10 
million, work in the building and 
mechanical trades, or in mining, 
forestry, and fisheries. Fully two 
thirds are in branches of production 
which cannot be effectively protected 
by tariffs; they work either in those 
types of manufacturing or mining 
industry which are on an export 
basis, or else in building and other 
trades which are outside the range 
of protection by tariffs. 

Of the remaining 5 million work- 
ers only about one half are em- 
ployed in industries which are open 
to competition from abroad. This is 
equivalent to about 6 per cent of the 
total number of “gainfully employed” 
people of the United States. And 
even in the case of this relatively 
small group of workers it is ques- 
tionable whether excessive tariffs 
work to their ultimate benefit. 

The drastic reduction of imports 
effected by the Smoot-Hawley tariff 
in 1930 did not protect industries 
from disaster, because of the shrink- 
age of domestic markets which fol- 
lowed in its wake. Unemployment 


marked the protected industries as ||) 
well as the others. HH 
Attacks have been directed against 
the legality of the Trade Agree- |} 
ments Act and the following objec- || 
tions to it have been raised: (1) that 
in so far as it provides for changes 
in customs duties it involves an un- 
constitutional delegation of legisla- 
tive power, and (2) that it violates 
the constitutional provisions empow- 
ering the President to make treaties || 
by and with the advice and consent |} 
of the Senate, provided two thirds || 
of the Senators present concur. i 
From the earliest days the Gov- 
ernment of the United States has | 
entered into numerous international 
agreements without ratification by | 
the Senate. The agreements cov- 
ered such matters as consular rela- | 
tions, patent, trademark, and copy- 
right protection, postal, navigation, 
radio, and aviation arrangements. 
Two instances of legislation deal- 
ing with commercial agreements con- 
cerning tariff duties have been con- | 
sidered by the Supreme Court, be- 
fore the adoption of the Trade | 
Agreements program. The case of 
Field v. Clark involved Section 3 of 
the Tariff Act of 1890, which au- 
thorized the President to impose 
stated duties on certain articles | 
when imported from countries whose 
duties he considered reciprocally — 
unequal and unreasonable. 
This act permitting the conclusion 
of agreements without Senatorial 
ratification was challenged, “as dele- 
gating to the President both legis 
lative and treaty-making powers.’ 
After stating that the Act did not 
constitute an improper delegation of 


[ 
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legislative power, the Supreme Court 


added 

“What has been said is equally 
applicable to the objection that the 
third section of the Act invests the 
President with treaty-making 
power.” 

The case of Aliman Company v. 
United States involved a commer- 


cial agreement under Section 3 of 


the Tariff Act of 1897. This tariff, 
like that of 1890, authorized the 


President without the necessity of 


Senatorial ratification to conclude 
commercial agreements “with for- 
eign countries in which reciprocal 
and equivalent concessions may be 


secured in favor of the products and 


manufactures of the United States” 
in return for the lowering of duties 
on certain named articles by our 
country. The Supreme Court de- 
scribed the commercial agreement 
with France negotiated under this 
provision as “an international com- 
pact” and not as “a treaty possessing 
the dignity of one requiring ratifica- 
tion by the Senate.” 

A more recent decision was 
rendered by the Supreme Court in 


the case of United States v. Curtiss- 


Wright Export Corporation. On 


December 21, 1936 the Court de- 
clared that, in providing for the 
carrying out of legislation affecting 


the foreign relations of the United 
States, Congress may vest in the 
President far greater discretion and 


freedom from statutory restriction 


than in the case of enactments 
which relate solely to domestic mat- 


ters. After reviewing a long list of 
statutes authorizing action by the 


President with respect to our for- 
eign relations, many of which leave 


“the exercise of the power to his 
unrestricted judgment,” the Court 
said that: 

“.... the uniform, long - con- 
tinued and undisputed legislative 
practice just disclosed rests upon an 
admissible view of the Constitution 
which, even if the practice found far 
less support in principle than we 
think it does, we should not feel at 
liberty at this late day to disturb.” 

These decisions leave little room 
for doubt as to the. constitutionality 
of the Trade Agreements Act. And 
it is fortunate that this is so, be- 
cause the principle of prior authori- 
zation of agreements by the Con- 
gress without the necessity for sub- 
mission to the Senate for subsequent 
ratification or approval is particu- 
larly vital for the accomplishment 
of desired objectives. 

Other nations—either through the 
vesting of authority in the Execu- 
tive or by virtue of the parliamen- 
tary system which assures the Ex- 
ecutive of legislative support—have 
the power to act promptly. 

While it is true that many foreign 
countries require legislative ratifica- 
tion of agreements, actually in many 
cases the Executive is empowered 
to put the agreements into effect 
pending such ratification. Further- 
more, under the parliamentary form 
of government, in which continu- 
ance of the ministry in power de- 
pends upon maintenance of a work- 
ing majority in the legislature, rati- 
fication is usually a perfunctory 
matter. 

The situation in the United States 
is entirely different: the fate of 
agreements submitted for ratifica- 
tion would be in grave doubt from 
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the start; this is a matter not of 
theory but of history. Our reci- 
procity experiences in the past 
clearly demonstrate the futility of 
negotiating reciprocal trade agree- 
ments whereby such agreements, 
upon conclusion, must receive Sen- 
ate or Congressional approval. 

The success of the trade agree- 
ments program from the tactical 
point of view has not produced the 
most desirable results in many in- 
stances. In response to political and 
economic pressures, the State De- 
partment has driven a hard bargain 
with the nations with which it has 
negotiated so that when attacked by 
some special interest, it could prove 
‘that no substantial injury has been 
done to any efficiently conducted 
domestic industry. Many of the 
duty reductions, although deflating 
the prohibitionary Smoot-Hawley 
tariff rates, retained a sufficiently 
high level of protection to prevent 
imports. 

Therein lies the difficulty. The 
program has not gone far enough to 
solve the chief problem of how to 
stimulate imports in order to dis- 
pose of American surpluses, particu- 
larly farm products, abroad. 

The fear of stimulating imports is 
not justified, as millions of men in 
the United States are either directly 
or indirectly dependent upon imports 
for their livelihood. Imports create 
employment because labor must be 
expended upon imported goods from 
the time they arrive until they reach 
their final point of consumption. 
Whether they come in as raw ma- 
terials, semi-manufactured or fin- 
ished commodities, they must be 
transported, warehoused, whole- 


saled, retailed, and often processed. 
And imports can be increased in — 
almost every line of American pro- | 
duction, without destroying it as 
a whole. In every industry there 
are both high-cost and low-cost 
producers, and increased imports 
would merely eliminate the latter 
without adversely affecting efficient 
industries. 

Our agricultural dilemma and the 
problems of our large-scale manu- 
facturing industries are clear. 
American farmers, planters, and 
manufacturers produce greater 
amounts of staple crops and larger 
quantities of finished commodities 
than the country, notwithstanding 
its comparatively high standard of 
living, can absorb. It seems that the 
only sound approach to the solution 
of the problem is concerted action 
for the purpose of expanding our 
markets both at home and abroad. 

The isolationists come forward 
with a spurious remedy: “Buy 
American”; they din into our ears 
that we should shun foreign goods, 
that we should buy only commodities 
produced by American labor. The 
somewhat liberal commercial pro- 
gram of our Department of State, 
the only objection to which may be 
found in that it is not liberal enough, 
is attacked with great vigor by 
various organizations and groups 
and by many individuals. 

The fallacy of the arguments ad- 
vanced lies in that they overlook the 
fact that a market is not rigidly 
fixed at a certain level; that it is a 
living, throbbing entity; that under 
a policy, of striving for self-suf- 
ficiency the market shrinks; that 


ee Ve 
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while it may be true that under such 
a policy the country producers will 
have close to 100 per cent of the 
country’s market, they will have to 


deal with a contracted market and 
with consumers whose purchasing 
power has been reduced and whose 
standard of living has been lowered. 


Changes in Savings, Building, and 
Loan Associations in. Illinois 


ARTHUR H. WINAKOR 
Bureau of Institutional Research, University of Illinois 


LTHOUGH few people are 
A nate of the fact, savings 
and loan associations com- 
mand and control a greater amount 
of resources than any other financial 
institution in the average [Illinois 
community. This is not true of the 
cities with large banks which draw 
funds from great corporations and 
Outlying banks. But if measured in 
terms of local money, invested and 
controlled by local residents, and, in 
turn, reinvested in local productive 
properties, there is no other insti- 
tution which may fairly be com- 
pared with savings, building, and 
loan associations. These may right- 
fully be characterized as thrift in- 
stitutions of our industrious, thrifty 
middle class. 

The purpose of these institutions 
is to receive the money of savers or 
those people seeking safe invest- 
ments and to lend it to borrowers 
who wish to buy, construct, rebuild, 
or otherwise acquire a home. These 
functions are performed economi- 
cally and beneficially by the associa- 
tions. They are in a position to 


select the loans which they make. By 
careful selection, proper diversifica- 
tion, and continuous contact with 
borrowers, the building and loan as- 
sociation is enabled to offer savers a 
safer, more liquid investment than 
can be obtained elsewhere at the 
same satisfactory yield. 

One of the characteristic features 
of these associations is a slow turn- 
over of money. This _ follows 
naturally from the nature of their 
loans. Money is invested for the 
most part in loans on real estate 
ranging in duration up to fifteen 
years, but generally repaid in install- 
ments over a period of ten to twelve 
years. The result is that an associa- 
tion cannot quickly liquidate; it can- 
not quickly pay requests from savers 
for unusual withdrawals of funds. 
Only $3 or $4 out of each $100 of 
savings and loan resources is nor- 
mally in the form of cash. These 
associations, however, have steady 
incomes from repayments of bor- 
rowers and regular savers. They 
also have generous sources of 
money, being able to borrow from 
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the Federal Home Loan Banks at 
modest interest cost. This is in ad- 
dition to any local banking facilities 
which they may care to employ. 

Ordinarily, these sources of funds 
are more than ample to meet re- 
quests for withdrawals. Under the 
severe conditions of the early 
thirties, however, many building and 
loan associations were confronted 
with requests for repurchase of 
stock in excess of their available 
cash balances and resources. As a 
result, savers in some associations 
had to await their turn for their 
money. These delays did not indi- 
cate a failure to operate success- 
fully. They reflected unusual eco- 
nomic conditions and demands which 
these institutions should not have 
been expected to meet. To their 
credit, many associations met all 
payments on demand, and many 
others paid all requests for funds in 
a reasonable time, but with some 
delay. It is an outstanding compli- 
ment to their successful operation 
to say that savers lost very little, 
if they were patient enough to allow 
associations to function and make 
repayments in an orderly fashion. 
In fact, savings and loan associa- 
tions have an enviable record if 
measured in terms of losses to 
investors. 

Changing economic and _ social 
conditions have left their mark on 
these associations. At the end of 
1920 there were 714 associations in 
Illinois with resources of $149,000,- 
000. Ten years later there were 933 
associations with resources of $470,- 
000,000. At the end of 1936 there 
were 744 state-chartered associa- 


tions, in addition to 93 operating 
under Federal charter. The state 
associations alone had over a 
quarter of a million in resources, 
namely, $288,000,000, in addition to 
the $57,000,000 resources of the 
Federal associations. 

Not only did the total resources 
change in tune with economic con- 
ditions, but the methods of opera- 
tion, the investment of funds, the 
sources of funds, and their produc- 
tivity all recorded sympathetic and 
related variations. Because the 
state associations are a more homo- 
geneous group, the following com- 
ments are confined to them. 

Whereas associations formerly in- 
vested $9 out of each $10 in real 
estate loans, they now invest only 
$6 out of each $10 thus. The shift 
in emphasis is not entirely attribut- 
able to the depression—it is simply 
the continuation of a trend evident 
prior to 1930. Instead of their funds 
being invested mainly in loans on 
real estate, a considerable part was 
now in the form of real estate 
owned, in judgment, and in process 
of foreclosure. This situation re- 
sulted from the acquisition of 
property when borrowers proved un- 
willing or unable to repay the money 
loaned them by the associations. 
Such assets grew until in 1936 they 
accounted for $2 out of each $10 of 
assets owned by associations. 
Although sales of real estate for 
cash and on contract were large by 
1936, it was not until later that sub- 
stantial reductions were made in this 
type of asset by building and loan 
managements. 

One of the results of the depres- 
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sion was to make the associations 
more conscious of “liquidity,” or the 
ability to pay shareholders at de- 
mand. This has led them to carry 
somewhat larger cash balances, as 
well as to maintain more flexible 
credit lines with the Federal Home 
Loan Banks from which they may 
borrow. 

The shrinkage of loans on real 
estate and the increase of real estate 
owned during the early 1930’s con- 
ditioned the earnings of associations 
and the dividends that they were 
able to pay their savers. Normally 
90 per cent of their total income 
came from interest on loans. By 
1936, interest income was only 76 
per cent of total income. Contrari- 
wise, rentals, which had been negli- 
gible prior to 1930, jumped to 19 
per cent of total income by 1936. 

More important than the shift in 
rentals was the accompanying in- 
crease in expenses. Rentals displaced 
interest and in addition materially 
increased expenses for taxes, re- 
pairs, depreciation, supervision, and 
the like. Along with the slowing 
down of payments of interest and 
principal by borrowers, these 
changes forced many associations 
to lower their dividend rates to 
shareholders. 

The sources and manner in which 
savings and loan associations have 
obtained their funds have also 
shifted in emphasis. In 1920 they 
obtained $2 of each $3 from savers 
and borrowers who were investing 
on the monthly installment plan. By 
1936 this source had been cut in 
half—only $1 of each $3 came from 


this source. Other types of invest- 
ments—prepaid and paid-up stock— 
in which the saver invests a single 
lump sum, increased from 11 to 34 
per cent of the total assets. 

Another notable feature of the 
changed situation confronting state- 
chartered associations is their con- 
scious effort to build up reserves to 
protect them from losses or unex- 
pected contingencies. Contingent 
reserves and real estate reserves 
grew from 1 per cent of total assets 
in 1920 to 7 per cent in 1936. 

In the years since 1936, rapid 
progress has been made by most as- 
sociations in placing their finances 
on sound foundations. Material re- 
ductions have been achieved in the 
real - estate - owned accounts. Earn- 
ings have expanded from more 
favorable economic conditions of 
borrowers, from real estate sold on 
contract, and from reductions in real 
estate and other expenses. Keen 
competition from other financial in- 
stitutions, such as banks and insur- 
ance companies, for new business 
and refinancing of loans has pre- 
vented most building and loan as- 
sociations from boosting dividends 
to the levels attained prior to 1930. 
Their dividend rates, however, typi- 
cally at 4 per cent, generally rang- 
ing from 3 to 5 per cent, compare 
very favorably with those of other 
investments’ of equal quality and 
liquidity. 

Savings and loan associations 
have also made highly advantageous 
changes in their plans of operation. 
Some of the criticisms that were 
leveled against them in former years 
are no longer valid. The position of 
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the borrower is safeguarded so as 
to protect him against unreasonable 
delay in the maturity and payments 
of his loan. 

Under the old method of opera- 
tion, a borrower in an association 
obligated himself for the money 
loaned to him. As payment for this 
debt, he undertook to pay interest 
on the loan and in addition to save 
in the association a sum sufficient to 
extinguish this debt. The time re- 
quired for his monthly savings on 
shares to extinguish his debt de- 
pended on the earnings of the asso- 
ciation and the dividends that were 
credited to his share savings. If 
earnings were good, then his savings 
increased more rapidly and his debt 
would be retired sooner. If earnings 
fell, then the dividend rate was re- 
duced and the accumulated value of 
his shares was slow to equal the debt 
he owed. This fluctuation was par- 
ticularly acute under the old part- 
nership plan of operation in which 
the association redivided all its earn- 
ings, i.e., for the current year and 
any accumulation for past years, at 
the end of each year. If the divi- 
dend rate was reduced from 6 per 
cent in 1933 to 5 per cent in 1934, 
then the accrued dividend of install- 
ments and prepaid-share owners for 
all prior years was automatically re- 
duced. Only those who had with- 
drawn in the meantime benefited 
from the previous high dividend 
Tate... 

In order to avoid this unfairness 
two policies have become general. 
Some associations credit each year’s 
dividend to the saver’s stock and do 
not redistribute previous accumula- 


tions. 


direct-reduction amortized 
This is particularly a protection to 
the borrower. 

Under the direct-reduction plan 
the borrower waives the right. to 
participate in earnings, although he 
remains a mutual member and votes 
for management as do other mem- 
bers. In lieu of saving shares to ex- 
tinguish his debt, he has a definite 
contract for the payment of his 
debt irrespective of the association 
earnings. 
makes is applied first to the payment 
of interest on his loan, and then to: 
the reduction of the debt principal. 
The next month this process is re- 
peated, but a new balance has been 
struck, so that the interest is reduced 
and a larger share applied to reduc- 
tion of the debt. 

The operation of the direct-re- 
duction plan is illustrated by an ex- 
ample. An assumed loan of $3,000 
at 6 per cent interest on the monthly 
reducing plan with a monthly pay- 
ment of $30.00 would operate as 
follows: 


Balance for first month... $3,000.00 
Monthly payment......... $30.00 
Interest on $3,000 for one 

MONE cyawiele oniersrren anise 15.00 
Applied on debt......... 15.00 
Balance for second month. 2,985.00 
Monthly payment......... 30.00 
Interest on $2,985 for one 

month's: sues er. nee creeds 14.93 
Applied on debt.......... 15.07 
Balance for third month.. $2,969.93 


With this and other improvements 
in their modes of operation, savings, 
building, and loan associations are 


dow BA 


A better and more general 
plan is the adoption of the so-called — 
loan. 


Each payment that he ~ 
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again moving forward. They are 
successfully meeting the competition 
of other lending agencies for a 
_share of the loan market and for a 
share of capital funds. They have 
again asserted themselves as the 
largest single group of institutions 


in the home lending field which they 
have pioneered and developed. 


MORE DETAILED STUDY 


Winakor, ArtHUR H., State-Chartered Sav- 
ings, Building, and Loan Associations in 
Illinois, 1920 to 1936, University of Illi- 
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The Conditional Sale in Illinois: 
Self-Regulated or Government-Regulated 


E. R. Dittavou 
Department of Business Organization and Operation, University of Illinois 


HE SPREAD of government 
regulation and control of 
business activity stands as 
mute testimony to the proposition 
that an abuse, real or fancied, of 
economic rights by those engaged in 
business is followed inexorably by 
governmental limitation upon free- 
dom of action. Even a casual re- 
view of the history of govern- 
ment regulation points to abuse of 
economic power as the cause, or 
excuse, for increased inroads being 
made on the freedom of business 
conduct. Whether the abuse is real 
and actual or merely fancied, 
whether it is general or confined to 
a few sporadic instances, whether 
regulation is or is not the proper 
means to suppress it, seem in many 
cases to be ignored. Wherever abuse 
may be possible, one is likely to hear 
the hue and cry for regulation. 
Because of the tendency, at present 
rather pronounced, to attempt to 


solve all social ills by government 
regulation or control, it may be well 
to turn the spotlight on certain prac- 
tices in Illinois in connection with 
the use of the conditional sale as a 
security device. 

A report presented at the recent 
meeting of the American Automo- 
bile Association held in Washing- 
ton, D. C., listed several unfortu- 
nate practices which have accom- 
panied the use of conditional sales. 
Although the evils may have been 
magnified or distorted, the interest- 
ing feature of the report was its 
closing request. Improved regula- 
tion by the government, authorized 
by legislative enactment, was pro- 
posed as the only solution for the 
existing conditions. Since Illinois at 
present is particularly blessed by 
freedom from formal restrictions 
on the use of, the conditional sale 
and from technical formalities in the 
procedure for enforcing it, the busi- 
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ness men of this State should be 
alert to fight such practices as may 
result in a curtailment of its un- 
restricted use. A brief review of our 
law as it stands at present will 
preface a discussion of the question- 
able practices. 

In Illinois the only formality re- 
quired to retain title to goods that 
are sold on credit is a statement to 
that effect in the contract of sale. An 
understanding between the seller and 
buyer that title is to remain with the 
seller until final payment is made 
forms part of the agreement of sale 
and sets up the condition which must 
be met before title passes. Even 
though possession and the right to 
use the property pass to the pur- 
chaser, title under such a contract 
rests with the vendor. Without re- 
cording, filing, or constructive notice 
of any kind, the unpaid seller is 
possessed of a security device which 
is superior to any equity in the 
property which may be acquired by 
later purchasers from, or creditors 
of, the vendee. After default on 
the part of the buyer, the procedure 
for repossessing and reselling is 
correspondingly simple. A material 
default, followed by demand on the 
buyer, gives the seller both power 
and right to repossess the goods 
whenever and wherever they are 
found. No required court procedure 
or essential legal aid conditions or 
delays his action. By provision in 
the contract of sale, the purchaser 
often surrenders his right to a de- 
mand, thus making default on the 
buyer’s part the only limitation upon 
the right to repossess. According 
to the language found in many con- 


tracts, even default is not required 
if for any other reason the seller 
feels that the debt is insecure. 

A contract which is so drawn that 
the buyer waives the necessity for 
demand and which permits the seller 
to repossess without default reposes 
unusual power in the seller and cor- 
respondingly increases his social 
responsibility. . 

Repossession of the article sold 
has the legal effect of a rescission 
and leaves the parties as it finds 
them unless their position has been 
modified by contractual stipulation. 
That is, the buyer may not recover 
any surplus resulting from a re- 
sale of the article and the seller may 
not recover a deficit. To improve 
his position, however, the vendor 
usually contracts for the right to 
recover any possible deficit which 
results from a resale, but the agree- 
ment is seldom so drawn as to give 
the vendee a surplus if one results. 
On the other hand, the seller often 
makes doubly certain of his right to 
any surplus by writing into the con- 
tract a clause permitting him to 
retain all payments made prior to 
the time of repossession. 

It is to be noted that no public 
sale is required; no notice of the 
sale need be given to the debtor; 
and no formal accounting has to be 
rendered following the sale. The 
unpaid seller is at liberty to pursue 
his remedies in simple fashion, un- 
impeded by court procedure. The 
whole set-up is simple and relatively 
inexpensive. Legal aid, court costs, 
filing fees, and formal notices are 
dispensed with. At several recent 
sessions, an attempt has been made 
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to persuade our State legislature to 
adopt the Uniform Conditional Sales 
Act or similar legislation, but such 
efforts have thus far proved unavail- 
ing. Attempts to crowd the rights 
enumerated, to press them in ex- 
treme cases, or to use them in situa- 
tions in which the conditional sale 
seems out of place will eventually 
lead to regulation of some sort. With 
this in mind, a few of the ques- 
tionable practices will now be 
considered. 

The present law has been criti- 
cized rather bitterly because con- 
tracts may be so worded as to 
permit repossession without demand 
on, or notice to, the buyer. Combined 
with the right to repossess whenever 
the seller feels insecure, unusual 
power becomes vested in the seller 
or his assignee. Repossession may 
take place conveniently while the 
owner is absent and all payments 
are in good standing. Although the 
right to repossess without notice is 
a valuable one in those instances 
in which possible sabotage might be 
anticipated if notice were given, 
the resulting power should be exer- 
cised sparingly. Amicable settle- 
ments preserve good will, whereas 
unusual exercise of unusual rights 
arouses impatience with what may 
ordinarily be a much needed tool. 
Repossession should take place only 
after ordinary attempts to collect 
have been made. Repossession with- 
out notice should be resorted to only 
if there is a well-founded suspicion 
of possible sabotage; repossession 
without either default or notice 
seems almost, if not entirely, out of 
order. 


A more serious charge which the 
agitators for additional legislation 
level at the existing law relates to 
the procedure for foreclosure. Re- 
possession is of itself a foreclosure. 
No resale of the article is required 
unless the vendor desires to build 
up a case for recovery of a deficit. 
In this respect it is said that the 
seller gains an undue advantage, 
since he is permitted to keep all pay- 
ments made despite the fact that the 
article clearly exceeds in value the 
unpaid installments. It would not be 
so unfair if each took the same risk, 
but the seller usually contracts for 
recovery of the deficit if one results. 
Furthermore, it has been suggested 
that, since no public sale is required, 
he may resell the article to some 
close friend at less than its fair 
value and still be in a position to 
recover the deficit. Naturally, if the 
facts were subject of proof, the law 
would deny recovery except in the 
case of a good-faith sale. It has also 
been suggested that the contract 
may be, and in some instances is, 
sO maneuvered by assignment from 
one person to another as to force the 
buyer into default because he cannot 
locate the party to whom payment is 
due. Practices of this kind are 
doubtless indulged in only by the 
outlaws, a few of whom engage in 
almost every line of business or pro- 
fessional endeavor. Still, the sus- 
picion is abroad that they may be 
used for the personal advantage of 
the seller or his assignee. One fur- 
ther step in the foreclosure deserves 
comment. Although by contractual 
stipulation the buyer is expected to 
pay any resulting deficit, he seldom 
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knows the extent of the deficit until 
some time after the sale. An ac- 
counting for the proceeds realized 
from the resale of the property is 
seldom made to the vendee. Even 
when the vendee is confronted with 
a demand for the deficit, no detailed 
accounting is given. These particu- 
lar criticisms, which seem to be well 
taken, might readily be avoided in 
large measure by incorporating in 
the contract a provision for repay- 
ment of any amounts received in 
excess of the unpaid balance, fol- 
lowed by the rendition of a formal 
accounting. In some manner the pur- 
chaser should be made to feel that 
everything possible has been done to 
protect his equity. Since the law of 
negotiable instruments does not re- 
quire the indorsee of a promissory 
note to give notice of his ownership 
to the maker—the law imposing a 
duty upon the maker to locate the 
instrument before making payment 
—those using conditional sale notes 
should help to establish a business 
custom which insists upon notice to 
the maker at the time of each nego- 
tiation or assignment. 

If automobiles are involved, the 
conditional sale contract is further 
criticized for the manner in which 
insurance is treated. The conditional 
vendor adds the cost of insurance 
to the note, thus charging it to the 
buyer, but the buyer is often unin- 
formed as to what protection is 
accorded him by the terms of the 
policy. In some instances only the 
conditional vendor is protected 
against loss or damage to the car, 
the purchaser being without any pro- 
tection of his equity. Protection 


against personal injury or property 
damage occasioned third parties is 
seldom included. The contract of 
purchase usually does not inform the 
buyer of the extent or the limits of 
his insurance protection, and the 
policy is often not in his possession. 
To meet this weakness, the condi- 
tional vendor should either add 
enough to the contract price to in- 
clude full coverage, or he should 
clearly outline for the buyer verbally 
and by contractual statement the 
insurance protection obtained for 
him. 

There has been observed recently 
a tendency to broaden the scope of 
the conditional sale as a security 
device. Since the protection accorded 
by it is usually ample and the ma- 
chinery of foreclosure simple, credi- 
tors have been tempted to carry its 
use over into fields in which its 
value is debatable. Technically, the 
transfer of title to goods from 
seller to buyer may be made to de- 
pend upon the happening of any 
event satisfactory to the parties 
involved. Only so soon as the condi- 
tion set up in the contract has been 
satisfied will title pass from vendor 
to vendee. Until then the title rests 
securely with the seller; it was his 
and remains his until the condition 
precedent to its transfer has been 
executed. Because of this legal 
principle, retailers in certain lines 
of trade have conceived the idea of 
reserving title to one article until it — 
and other articles purchased on 
credit have been paid for. Title is 
not to pass until payment for all 
items purchased during the life of 
the contract has been made. 
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To illustrate, a conditional vendee 


purchases kitchen furniture on 


credit and signs a card contract to 
the effect that title is not to pass 
until the final payment has been 
made on all credit sales entered on 
the card. Before the last payment 
on the kitchen furniture falls due, he 
is induced to purchase bedroom fur- 
niture and, after that has been al- 
most paid for, porch furniture is 
acquired on credit. According to the 
language of such a contract, prop- 
erly drawn, the dealer retains title 
to the kitchen and bedroom furni- 
ture as security for the porch 
furniture. Considered in the light of 
what has been said previously about 
foreclosure, this practice seems to 
give the dealer an unconscionable 
advantage. Even so, it would not be 
so bad if the purchaser were fully 
informed, so that he might be fore- 
warned. Because such agreements 
are seldom read by the purchaser, 
or if read their significance not com- 
prehended, he receives a _ severe 
shock when the dealer threatens to, 
or does, repossess all the furniture 
because of a default in payment of 
the last purchase. Such contracts 
must certainly be condemned unless 
the purchaser is made fully aware 
of their significance at the time each 
sale is made. These contracts have 
not been reviewed by the Supreme 
Court of Illinois, but in a few states 
the courts have held that an attempt 
to broaden the use of the conditional 
sale has made it a chattel mortgage. 
Since the chattel mortgage is inef- 
fective security against third parties 
unless formally drawn and recorded, 
the security device proved worth- 


less if third parties later acquired 
an equity in the articles involved. A 
conditional sale cannot be substi- 
tuted for a chattel mortgage; it 
cannot be made a device to secure 
a general extension of credit. It 
was created initially to insure pay- 
ment on the particular item sold. 
Whether it can be made to secure 
effectively other items sold on credit 
during the life of the contract is at 
the moment uncertain. Its use for 
such a purpose is at least question- 
able and adds fuel to the fire for 
agitators seeking regulation. 

The attention of the writer has 
been called recently to a second use 
of the conditional sale which seems 
entirely foreign to its purpose. In 
some localities banks or private fi- 
nance companies have loaned money 
to a prospective purchaser of goods 
and, after purchase, have taken a 
conditional sale note in settlement 
of the money advanced. Instead of 
buying the paper of the dealer, they 
have loaned directly to the pur- 
chaser, attempting to use a condi- 
tional sale note as security. Such © 
procedure seems improper on at 
least two counts. First, the condi- 
tional sale is again being used to 
supplant the chattel mortgage as the 
security device for the protection of 
general credit; second, any finance 
or carrying charge added would 
undoubtedly be classed as usury. 

As previously suggested, a condi- 
tional sale is a form of credit sale 
in which title to the goods is re- 
tained pending payment of the pur- 
chase price. It can be effectively 
used only in case a sale of personal 
property is being negotiated. The 
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right to regain possession of goods 
upon default because title has been 
reserved is meaningless in the hands 
of one in whom title never resided. 
At most such a contract can be ex- 
pected to create only a secret lien 
between borrower and lender, con- 
siderable doubt existing as to 
whether even that result is tenable. 
Rights of subsequent purchasers 
from the borrower would be superior 
to any claim of the lender, and later 
judgment creditors through levy 
could obtain an interest paramount 
to that of the lender. The condi- 
tional sale is not the proper tool of 
credit to use in such a case. 

In those cases which have been 
called to the attention of the writer, 
the lender has usually added the 
customary carrying or finance 
charge. Since such a charge, con- 
sidering the payment of installments, 
exceeds the maximum interest rate 
permitted, it becomes usury. The 
borrower in such cases has the right 
to pay merely the principal of the 
debt, rejecting any charge for inter- 
est. Only the seller of merchandise 
has a right to add a finance charge. 
In his hands it becomes a part of 
the purchase price, a difference be- 
tween the cash price and the time 
price. Unless the lender is operating 
under the Small Loan Act, he has 
no right to charge more than 7 per 
cent interest. If the lender desires 
to use the conditional sale and is 
anxious to gain the benefit of a 
finance charge, he can do it ef- 
fectively only by taking title to the 
goods from the retailer and then 
reselling them to the borrower. Even 
this procedure would often violate 


the charter of the incorporated lend- 
ing agency. Furthermore, such 
routine would doubtless, if contin- 
ued, establish the lender as a retailer 
and make him responsible for the 
various implied warranties imposed 
upon the seller of goods, as well as 
raise the question of sales tax. If 
the finance company does not desire 
to engage in the retail business, it 
should permit the dealer to consum- 
mate the sale. It is then at liberty 
to acquire the contract at any figure 
satisfactory to the dealer, obtaining 
the identical protection for payment 
which the retailer possessed. 

The practice of using the condi- 
tional sale as a security device on 
credit sales of fixtures—articles to 
be attached to larger units—seems 
firmly intrenched. Since a minor 
criticism as to the manner of its use 
has been expressed, an opportunity 
to consider fully its effectiveness is 
presented. The particular criticism 
relates to the clause, often used, 
which purports to give a lien on the 
larger unit. For example, an auto- 
mobile supply store in selling a set 
of tires may, in addition to retain- 
ing title to the tires, provide for a 
lien on the car or truck to which 
they are to be attached. Here again 
the essence of the complaint seems 
to be that it is done under cover. 
The purchaser of the tires, not hav- 
ing read his contract, has no thought 
of giving a mortgage or lien on the 
car. As a practical matter, such a 
clause gives little security, since in 
many cases the car is already sub- 
ject to an existing mortgage or con- 
ditional sale. Such a clause would 
also give security inferior to the 
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claims of any innocent third party 
who might acquire an equity in or 
against the car. As the use of the 
clause is certain to prove an irritant 
in many cases, while the advantage 
is slight, it should either be discon- 
tinued or its inclusion carefully 
called to the attention of the 
purchaser. 

A more thorough understanding 
of the law as it relates to the condi- 
tional sale of fixtures might tend to 
limit its use to those cases in which 
it seems an adequate security device. 
Upon default of the buyer of fix- 
tures, the right to repossess the 
goods sold is largely dependent upon 
the answer to the following 
questions: 

(1) Are the rights of third parties 
in the larger unit involved? 

(2) If so, can the fixture be re- 
moved without undue injury to the 
larger unit? 

(3) If the article sold has been 
“used to replace an old one, is the 
vendor able to account for the old 
article? 

(4) Did the claim of the third 
party in the larger unit arise before 
or after the fixture became attached? 

As between the conditional ven- 
dor and vendee no problem arises 
concerning the right to repossess. 
By contract the vendor is given the 
right, upon default, to enter, detach, 
and repossess the item sold. Conse- 
quently, the seller of electric ranges 
and refrigerators which have been 
installed in an apartment building 
has a right to remove them in case 
the buyer fails to meet the install- 
ments. Similarly, the conditional 
vendor of automobile tires or bat- 


teries may repossess these items. 
However, if a mortgage has been 
given upon the building or if the car 
has been sold, the problem becomes 
more complex, the solution being 
dependent upon the answer to the 
last of the three questions pro- 
pounded above. 

If we assume that a mortgage 
rested upon the apartment building 
at the time of installation, the con- 
ditional vendor is permitted to re- 
move the fixtures providing he does 
not leave the premises in a worse 
condition than he found them at the 
time of annexation. Ordinarily, 
stoves and refrigerators could be 
removed, whereas the right to re- 
move a heating plant would be 
debatable. If it had been substituted 
for an old one, the vendor would be 
bound to account for or reinstall the 
one which he had dismantled. If it 
were an original installation, the 
matter of holes in floors and walls 
becomes significant. He is obligated 
to leave the property in substantially 
its original condition. If the articles 
are properly removable, the vendor 
is permitted to repossess the articles 
sold on conditional sale, although 
the mortgagee protests, since the 
latter’s position is not impaired and 
it would be unfair to confer on him 
added security at the expense of the 
conditional vendor. 

Although the right to remove fix- 
tures as against a prior mortgagee is 
generally conceded, it is usually 
denied as against a later mortgagee 
or purchaser. Since the owner of an 
apartment building or automobile 
apparently owns it subject only to 


22 OPINION AND COMMENT 


liens against the complete unit, the 
innocent purchaser takes the prop- 
erty clear of any claim on the part 
of the conditional vendor. Likewise, 
one who lends money and takes a 
mortgage on the property after fix- 
tures have been attached obtains a 
lien which is superior to the equity 
of the seller of the fixtures. One 
who sells fixtures which are to be 
incorporated in an improvement to 
real estate should consider carefully 
whether he is best protected by the 


conditional sale or by the use of the 
mechanic’s lien. In many instances 
the latter device accords greater 
protection. 

The conditional sale properly 
used, assuming the rights granted 
thereby are not unduly pressed, is a 
device beneficial to organized so- 
ciety. There is no occasion to regu- 
late or limit its use by legislation so 
long as those employing it as a 
security device are reasonable in 
adapting it to their needs. 


Reflections on Pieces of Pie 


M. H. HuntTER 


Department of Economics, University of Illinois 


OW WELL I recall the family 
IH in which I grew up—father, 

mother, and three brothers. 
Mother did the cooking and house 
work, father ran the farm, while we 
four boys went to school, but did 
our share of the work mornings, 
evenings, and during vacations. 
Nothing was allowed to interfere 
with school and I can still hear 
father say, “I want to give each of 
you boys an education, for I do not 
want you to have to work as hard as 
I have had to do.” How little did 
he realize that other types of work 
are just as “hard” as the manual 
labor on the old farm! 

But the immediate cause of these 
reflections is the appetite which 
physical labor on the old farm en- 
gendered. And how we did eat, and 
without indigestion, too! Never has 


food tasted so good—especially the 
pies that mother made, those warm 
apple pies plus a liberal application 
of freshly churned butter. Portray- 
als of a land flowing with milk and 
honey made little impression—I was 
willing to stay with the pie. 
Interesting and significant events 
occurred in connection with those 
pieces of pie. I remember well when 
father would invite some agent to 
“stay for dinner,” with the result 
that mother would cut one extra 
piece of pie, the tragedy of which 
was that the pieces were smaller. At 
times, too, a “turnover” pie would 
result when an insufficient quantity 
of apples or crust remained for a 
full-sized pie. To go around, this 
turnover pie had to be cut into 
smaller pieces. Somehow, a rather 
definite relationship seemed to exist 
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between the size of the pie, the 


number of pieces into which it had 
to be cut, and the size of the pieces. 

Other factors, too, seemed to in- 
fluence the status of apple pies in 
the Hunter household. Mother was 
always a generous soul, and whether 
the apple tree in the garden pro- 
duced few or many apples some 
always had to go to neighbor 
Smith’s. When apples were scarce, 
we boys realized that such gener- 
osity meant fewer pies for us, but 
our protests that the Smiths were 
perfectly able to work and earn their 
own apples were of no avail. We 
realized that for the Smiths to have 
apple pie, we had to be content with 
less. 

Guests, too, would arrive, some- 
times to stay for a week or two “in 
the country.” Such visits made con- 
siderable inroads in the pile of 
apples laid aside to supply pies for 
a particular period of time, and I 
am sure the necessary curtailment in 
pies available for family use less- 
ened our remorse upon the depar- 
ture of the guests. Yet once, I 
remember, a set of guests brought 
with them a bushel of Rambos “just 
to see if they would make as good 
pies as the apples we grew.” In this 
case guests meant no curtailment in 
our family supply, but even added 
a bit of zest through the provision 
of pies of a different flavor. 

How well I remember, too, what 
an event was the opening of the 
apples buried for winter use. First 
the three or four feet of earth was 
carefully removed, then the insu- 
lating layer of straw, and last the 
burlap which covered the apples. 


What a disappointment, too, on 
those few occasions when the apples 
failed to “keep,” and our eyes were 
greeted by a pile of rotten and 
mouldy fruit. Into this pile had 
vanished our anticipated winter pies. 

One spring, during a miniature 
tornado, calamity fell upon us—the 
apple tree which had served us well 
could not withstand the gale and 
turned its roots to the air. Here 
was the end of our supply of pies, 
and not only ours but the Smiths’ as 
well. Here was a new problem in 
our domestic life. Apple pie we must 
have—but how get the apples? 

A neighbor, with an apple tree in 
his garden, came to the rescue—he 
would trade us apples for potatoes, 
a patch of which we had in our 
garden. We soon discovered, how- 
ever, that this plan affected our 
other fruits, for we had used our 
surplus of potatoes to trade for 
peaches and pears. If we were to 
have apples, we would have to 
forego the other fruits. But the 
neighbor’s apple tree died, and 
thereafter we were forced to buy 
our apples wherever available. If 
we could sell our surplus of potatoes 
at a good price, while apples were 
cheap, the supply of pies was plenti- 
ful; but when conditions were re- 
versed, then we had less pie, or had 
to use some substitute. And one 
summer, when the doctor would not 
allow father to grow potatoes, we 
had no pies except from a few 
apples given us by friends. 

Little did I realize, as a child in 
the Hunter household, how symbolic 
my experience with pieces of pie 
really might be! Now I realize that 
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I am a member of a great social 
family interested, just as is each of 
the other members, in securing as 
large pieces of pie as possible in 
the form of food, clothing, automo- 
biles, travel, etc. And in the work- 
ings of this larger family I see the 
counterpart of many of my early 
family experiences with apple pie. 

Just as the guests who came with- 
out apples were parasites upon the 
family household, so those who are 
consuming more than they have pro- 
duced are parasites upon the larger 
family. We cannot add more and 
more to the group of idle—whether 
because of age, disability, or any 
other reason—who cease to produce, 
and yet expect the pieces of pie to 
continue to be as large as before. 
The only possible means to maintain 
the size of the pieces is for those 
who remain in production to put 
forth more effort. 

The destruction of our apple tree 
meant a chance for our neighbor 
to dispose of his apples at a better 
advantage than before, but the fact 
remained that somewhere in the 
process of exchanges the members 
of some family had smaller pieces 
of pie. The decrease in the number 
of apples could mean only this. Any 
decrease in the amount of goods to 
be distributed means a smaller indi- 
vidual share, whether the decrease 
be by legislative fiat or otherwise. 
This fact is easily seen when we 
realize that every exchange is basi- 
cally barter and that the use of 
money does not alter the fact but 
merely obscures it. 


The rotten apples in our family 
supply meant the same as the de- 
struction of goods, whether by gov- 
ernmental order, fire or flood, in the 
larger social family. Just as the 
spoiled apples could not be used for 
pies, neither can destroyed goods be 
distributed as they could have been. 
To distribute a smaller total of 
goods among the same number of 
people means smaller individual 
shares. 

The people to whom father traded 
his potatoes were not interested in 
how much time he had spent in 
growing potatoes, but merely in the 
fact that he had potatoes to trade. 
This we discovered when the phy- 
sician forbade his growing potatoes 
—we had nothing to swap. Here, 
again, it is evident that trade is 
basically barter. No one can pay a 
worker as much for working five 
hours as for working eight, any 
more than my father could secure 
products for the potatoes he did 
not grow. 

Many have been the proposals for 
the solutions of our economic ills. 
They have originated in California, 
Canada, Ohio, Texas, and elsewhere. 
Yet how can we hope to have bigger 
pieces of pie—warm apple pie with 
butter—when basically many of the 
proposals would result in smaller 
pies? 

My reflections on pieces of pie 
lead me to wonder whether the ad- 
vocates of these schemes looking 
toward an economic millenium were 
ever children in a home where 
mother made pies—warm apple pies. 
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Increased Protection for the Buyers 


of Drugs and Cosmetics 


R. C. RYNIKER 
Fellow in Economics, University of Illinois 


HE OLD FASHIONED medicine 
show with its painted Indians 
and colored comedians is 
seldom seen any more, and much of 
the glamor and—even more im- 
portant—much of the uncertainty 
of buying drugs and cosmetics is 
gone. Some colored-water cure-alls 
and other products of uncertain 
value are still being sold, but most 
of the dangerous drugs have been 
taken off the market, and those 
which might harm the users are 
sold with definite warnings and de- 


— tailed instructions. 


The Federal Food, Drug, and 
Cosmetic Act of 1938, directed 
against the adulteration, misbrand- 
ing, and false labeling of foods, 
drugs, and cosmetics now makes it 
possible for consumers to buy more 
intelligently and more safely. This 
act takes the place of the Food and 
Drug Act of 1906, which had never 
been adequate to protect consumers 
either physically or economically, 
even though amendments were 
added to it several times in the 
thirty-two years in which it was in 
effect. 

Many manufacturers, advertising 
men, and owners of publications in 
which food, drug, and cosmetic ad- 
vertising appear, opposed regulatory 
legislation which possibly would 
have been disadvantageous to them. 
In 1933 a bill known as the Copeland 


and Tugwell Food, Drug, and Cos- 
metic Regulation Bill was introduced 
in Congress, but its opponents were 
strong enough to alter it greatly and 
then to prevent its passage alto- 
gether. However, the backers of the 
bill continued their work, and in 
June, 1938, after a five-year struggle, 
the present act was passed. 

There are a large number of 
Federal and state consumer-protec- 
tion laws, many of which seldom 
come to our attention, but the 
Wheeler-Lea Act, also passed in 
1938 to regulate advertising, is 
equally as important as the new 
Food, Drug, and Cosmetic Act. It 
will not be discussed in detail here, 
but a brief statement of its purpose 
is worth-while, especially when it 
is considered in relation to the Food, 
Drug, and Cosmetic Act of 1938. 

Buyers have often been misled by 
advertising. It has been difficult and 
impossible in many instances for 
them to differentiate false or exag- 
gerated claims from true statements, 
which could be used as dependable 
buying guides. The Wheeler-Lea 
Act extended the power of the 
Federal Trade Commission to in- 
clude the direct supervision of ad- 
vertising of foods, drugs, cosmetics, 
and medical devices. This new duty 
is in addition to the regulatory au- 
thority of the Commission relating 
to other selling methods and prac- 
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tices used by producers and dis- 
tributors. Under the former powers 
of the Commission, it was necessary 
to show that a practice was unfair 
to competitors before the Federal 
Trade Commission had power to act, 
even though the particular practice 
was harmful to consumers. But the 
present law extends the authority 
of the Commission and treats real- 
istically the need for consumer pro- 
tection. It is now unlawful to dis- 
seminate false advertising for the 
purpose of inducing the purchase of 
foods, drugs, medical devices, and 
cosmetics, even though competitors 
are in no way affected by the false 
claims. Emphasis is no _ longer 
placed altogether upon regulation 
and curtailment of practices injuri- 
ous to competitors; regulation for 
consumer protection is now of equal 
importance. 

Both the Food, Drug, and Cos- 
metic Act of 1938, administered by 
the Federal Food and Drug Ad- 
ministration, and the Wheeler-Lea 
Act, administered by the Federal 
Trade Commission, are designed to 
protect consumers either directly, 
or indirectly by making it possible 
for them to protect themselves. It 
would be better if these acts were 
directly coordinated and admin- 
istered by one, instead of two, regu- 
latory bodies to prevent the dupli- 
cation of expensive administrative 
organizations. However, the efforts 
of each administrative body to ac- 
complish its work satisfactorily 
when judged by the work of the 
other may be worth-while. 

The Food, Drug, and Cosmetic 
Act prohibits adulteration, misbrand- 


ing, and false labeling, which would 
be detrimental or misleading to con- 
sumers. Its purpose is to prevent 
economic fraud as well as actual 
physical harm, and to make it pos- 
sible for consumers to buy more in- 
telligently and more safely. 

The name and address of the dis- 
tributing company must now be 
stated on the label of cosmetics and 
drugs, and information must also be 
given as to whether the company 
named actually manufactures the 
product. This requirement is in- 
tended to help fix the responsibility 
for any damage done by the product, 
and to inform consumers whether 
the distributor is a middleman or the 
actual producer. 

Moreover, a foreign address is no 
longer permitted on the label, if the 
product is actually made in the 
United States. The glamor and 
romance of foreign lands cannot 
be implied or stated by the product 
or company name. Yardley of Lon- 
don, Incorporated, for example, has 
been forced to drop London from its 
name because the products it sells 
in this country are manufactured in 
the United States. 

One important difficulty in en- 
forcing the drug regulations of the 
new Food, Drug, and Cosmetic Act 
has arisen in determining what 
products are drugs. The govern- 
ment administrators, however, ruled 
that the term “drug” refers to 
“articles intended for use in the 
diagnosis, cure, mitigation, treat- 
ment, or prevention of disease in 
man.” Many states have laws copied 
from the Federal act, and thus had 
the same problem of differentiating 
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between cosmetics and drugs. Ohio 
and West Virginia state that for the 
enforcement and interpretation of 
their regulatory acts, all cosmetics 
are drugs. The Federal Food and 
Drug Administration, however, dif- 
ferentiates between the two, but 
many products which consumers 
usually classify as cosmetics are 
legally drugs under the new act, and 
therefore are subject to all regula- 
tions pertaining to drugs. These 
include sunburn preparations, anti- 
septic products, and some co-called 
deodorants, which were formerly 
classified as cosmetics. If the per- 
spiration product merely counter- 
acts odor and does not stop the flow 
of perspiration, the product is a cos- 
metic; but if the purpose of the 
product is actually to impede or 
stop the flow of perspiration, it is 
classified legally as a drug. 

Most people who buy drugs do not 
know what chemicals cure or give 
relief, or whether some of them may 
be dangerous in large quantities or 
in any quantity. Those few con- 
sumers who are familiar with 
chemical and medical terminology 
were unable formerly to buy or use 
drug preparations on the basis of 
their knowledge of ingredients. 
There was no way for them to find 
out what was actually in products 
recommended for a particular use. 
In addition to this difficulty, manu- 
facturers often used formulae and 
ingredients which were either 
dangerous if not properly used or 
were without any curative proper- 
ties at all. To help solve these prob- 
lems, the new law requires that the 
names of the ingredients responsible 
for the remedial effect of the drug 


preparation must be given on the 
front label of the immediate con- 
tainer and on the outside carton or 
wrapping. 

It was also recognized that most 
people are not acquainted with the 
properties or names of medicinal in- 
gredients and would not be greatly 
assisted, even though they did know 
what was in the drug product they 
bought. To overcome this difficulty 
the Food, Drug, and Cosmetic Act 
also requires that a definite warn- 
ing be given to consumers if the 
product is dangerous. This will help 
consumers who buy drug products 
for home use to know how much of 
the product can be used safely and 
how often it can be taken. These 
warnings do not have to be put on 
the front panel, but may appear on 
any label on the container or in an 
accompanying circular. Manufac- 
turers were immediately confronted 
with the problem of determining 
how much and what had to be said 
about their products to make the 
sale of them legal, and at the same 
time not destroy the confidence and 
good will of the public to such an 
extent that the sales of the product 
would be greatly decreased. The 
law does not stipulate the exact 
wording of these required warnings, 
but the Food and Drug Administra- 
tion has approved many which serve 
as guides to the industry. 

For castor oil, the administration 
approved: 


“Warning: Not to be used 
when abdominal pain (stom- 
ach-ache, cramps, colic), nau- 
sea, vomiting (stomach sick- 
ness), or symptoms of appen- 
dicitis are present.” 

“Frequent or continued use 
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of this preparation may result 
in dependence on laxatives.” 

“Do not use during preg- 
nancy except on competent 
advice.” 


For preparations containing min- 
eral oil for oral administration: 


“Warning: Do not take di- 

rectly before or after meals.” 
For acetanilid, widely used as a 
pain killer: 

“Warning: Frequent or con- 
tinued use may be dangerous, 
causing serious blood disturb- 
ances.” 

“Do not take more than 
dosage recommended.” 


Consumers may disregard these 
general warnings, but if they want 
to know how much of the prepara- 
tion can be used safely, how often 
it can be taken, or for what pur- 
pose it is intended, the information 
is readily available and definite in 
every package of the product. Much 
of the guesswork has been taken 
out of the purchase and use of 
drugs. 

At the present time the adminis- 
trators of the Wheeler-Lea Act, 
which regulates the advertising of 
food, drug, cosmetic, and medical 
devices, do not require that warn- 
ings be a part of the advertisements 
for these products. But inasmuch as 
the sale of many of these products 
is greatly influenced and increased 
by their advertised claims, it is very 
probable that in the near future this 
warning provision will be extended. 
Advertisers will then have the prob- 
lem of telling potential purchasers 
the benefits of their preparation and 
at the same time overcoming the 
probable disinclination to buy, 
caused by the required warning. 


Chemicals which may be danger- 
ous when used without the super- 
vision and instructions of a physician 
may no longer be sold except by 
prescription. Barbital (diethyl-bar- 
bituric acid, and its derivatives), 
which was widely used to induce 
sleep, is an example of the type of 
drug which can no longer be sold 
without prescription. Persons who 
use this product soon become so de- 
pendent upon it that they cannot 
sleep without using it, and after 
having used it for some time, are 
unable to sleep either with or with- 
out its aid. Cinchophen, which has 
been widely sold to deaden the pains 
of arthritis and rheumatism, causes 
damage to the liver if not used 
properly, or aggravates any liver 
ailment a person may already have. 
Acetanilid, which is now widely used 
as a pain-killer, may also soon 
be classed as too dangerous for 
ordinary over-the-counter sales. This 
restriction of the sale of many 
chemicals has forced changes in the 
formulae of many proprietary 
preparations and the withdrawal of 
others from the market, but con- 
sumers now have a much greater 
assurance that the drug products 
they buy will not cause serious 
physical harm. 

The Food, Drug, and Cosmetic 
Act does not permit drugs or cos- 
metics to be designated or identi- 
fied by names which could mislead 
consumers. Products may no longer 
be called “nourishing cream,” “skin 
food,” or “hair-color restorer.” If 
the cosmetic or drug will not accom- 
plish what the name implies or 
states, another name must be used. 
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Deceptive packaging is regulated 
under the provision of the act which 
forbids misbranding of foods, drugs, 
or cosmetics. A product is mis- 
branded if the container is made, 
formed, or filled deceptively. This 
provision immediately involves the 
problem of determining just what is 
deceptive. The Food and Drug Ad- 
ministration is not authorized to ap- 
prove any particular containers, and 
as yet there have been no court 
rulings which can be followed as a 
general rule. The only legal actions 
relating to deceptive packaging have 
dealt with extreme cases which 
clearly violated the “rule of reason” 
suggested by the administration as a 
general guide. 

Dr. Paul B. Dunbar, assistant 
chief of the Food and Drug Admin- 
istration, has stated that the tube 
(or other container) in which a 
food, drug, or cosmetic is packed 
should occupy as nearly as possible 
100 per cent of the space in the out- 
side package. Many ten-cent size 
cartons of tooth paste seized by the 
Federal government because of de- 
ceptive packaging were found to be 
large enough to contain two tubes. 

Face powder containers have 
caused much difficulty, particularly 
the ten-cent sizes. Many had high 
lids, indented bottoms, and an ex- 
tremely large space for a powder 
puff. Most manufacturers were 
quite willing to redesign their pack- 
ages to conform to the new law, but 
the problem of determining the 
amount of space to be left for a 
powder puff was not so easily solved. 
A large space was justified by some 
producers on the grounds that con- 
sumers used large puffs and were 


not misled by the size of the pack- 


‘ age; the administrators ruled, how- 


ever, that the space must be no 
larger than necessary for a thin 
puff. Even though the act requires 
that the quantity in each container, ~ 
except those which are extremely 
small, be stated on the label, most 
consumers estimate the quantity of 
the product by the size of the con- 
tainer. They usually do not notice 
carefully the statement of the exact 
quantity contained in the package. 
Therefore, the law stipulates that a 
product is misbranded if the pack- 
age is unreasonably larger than 
necessary. 

In addition to the Federal law, the 
following states have their own laws 
patterned after the Federal act: 
Arkansas, California, Connecticut, 
Florida, Indiana, Nevada, New 
Jersey, New York, North Carolina, 
North Dakota, West Virginia, and 
Wyoming. Since January 1, 1940, 
these states have prohibited the in- 
trastate sale and shipment of foods, 
drugs, and cosmetics -which do not 
meet the requirements of their own 
and of the Federal law. 

The success of laws to protect 
consumers is dependent upon the in- 
terpretations and rulings of admin- 
istrative bodies, as well as upon the 
stipulations of the laws themselves. 
Consumers are not fully protected 
by the Federal Food, Drug, and Cos- 
metic Act or the decisions of the 
administrators to the extent that any 
practice which might cause economic 
or physical harm has been made 
illegal. But they are given reliable 
information which makes it possible 
for them to buy more advanta- 
geously and to protect themselves. 


30 OPINION AND COMMENT 


COMMUNICATION 
Federal Loans Are Not Taxes 


HE THEORY advanced by Philip 

G. Hudson in a recent issue 

of Opinion and Comment that 
the loans raised in recent years by 
the Federal government are, in 
effect, a form of invisible and forced 
taxation, is interesting but hardly 
true. Briefly, the theory assumes 
that the government has borrowed 
for the most part from the banks, 
and that this borrowing in turn has 
increased total bank deposits as the 
banks have “created” accounts to 
the credit of the government. In 
turn, this additional money has 
brought about a proportional price 
rise, which has forced curtailment 
of expenditure on the part of those 
who hold existing dollars or claims 
to dollars. The principal effect has 
been to raise prices rather than to 
increase production, and _ forced 
saving has therefore resulted. In 
effect this theory is an analogy, and 
an unfortunate one, between war- 
time boom conditions and the de- 
pressed condition of the American 
economy in recent years. 

Let us examine this further. 
During a war, when the labor supply 
is curtailed and all resources are 
used to the maximum, governments 
have almost invariably borrowed 
heavily, or printed money, to obtain 
as large a share as possible of the 
national income in order to prose- 
cute the war. Since production 
under such circumstances is usually 
at or near a maximum, the chief 
effect of the additional supply of 


money is to raise prices. The cur- 
rency is watered down, and holders 
of the currency lose. They must 
curtail their expenditures, and the 
government gains, very roughly, 
what private holders lose. 

Under a wartime economy, there 
is almost no unemployment. This 
is the difference which prevails be- 
tween such an economy and a de- 
pression, and it invalidates the 
theory of Mr. Hudson. With un- 
used resources an increase in gov- 
ernment expenditures is much more 
likely to increase production, em- 
ployment, and the national income 
than it is to raise prices. From 1938 
to 1939, for example, the national 
income rose about eight billion dol- 
lars, while prices remained relatively 
stable. National real income in terms 
of goods and services therefore in- 
creased. Those who held money 
found they could buy as much in 
one year as the other. Those whose 
money incomes increased found, of 
course, that they could buy more. 

So long as there is a great amount 
of unused plant capacity, and many 
men are idle, it is not possible for 
prices to rise very far or very 
rapidly. Inflation and a watering- 
down of the dollar are associated 
with full employment. The existence 
of large numbers of unemployed for 
whose benefit the government has 
borrowed makes it difficult for a 
sustained price rise to get under 
way. Our economy is like a slack 
rope. The effect of government ex- 
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penditure, raised through bank bor- 
rowing, has tended to increase pro- 
duction rather than to raise prices. 
When we come more nearly to the 
stage of full employment, we may 
have a price rise of serious pro- 
portions, if the government’s budget 
is still unbalanced, but at that stage 
the relief problem will have di- 
minished very greatly and pre- 
sumably the government will not 
have to borrow for relief expend- 
-itures. 

Even if in the near future the 
government should resort to taxa- 
tion rather.than to loans, the effect 
would not necessarily be, as Mr. 
Hudson implies, a diversion of in- 


come from one group to another. 
The taxation of idle savings, and 
their investment by the government, 
provided we have unemployment, 
could quite as well lead to an in- 
crease of national income, as the in- 
creased expenditure financed by 
loans. We have a long way to go 
before the rope of our economy is 
so taut that prices would have to 
rise if we increased the quantity of 
money, or additional taxation would 
of necessity merely give the govern- 
ment a larger share of existing 
national income. 
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